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Original and fifteen copies of
the foregomg document filed
this 19™ day of September, 2000 with:

Docket Control

Arizona Corporation Commission
1200 West Washington

Phoenix, Arizona 85007
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this 19" day of September, 2000 to:
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Water Company

Craig Marks, Esq.

Citizens Utilities Company
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Phoenix, Arizona 85012

Scott Wakefield, Esq.
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Walter W. Meek, President
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1l Q. Are you the same Linda Jaress who pfovided direct testimony in this docket on August
2 14, 2000?

3| A Yes, I am.

4

\ 5t Q What is the purpose of this testimony?

6/l A. The purpose of this testimony is to address the issues raised in the direct testimony of Mr.

7 David Stephenson in his direct testimony for Arizona-American Water Company (“Az-

8 American”, or “the Company”). | |

9
10| Q. Please address the main area of disagreement between Staff and the Company.
11 A. The main area of disagreement concermns my recommendation that the Commission
12 impute the approximately $85.6 million in contributions and advances being retained by
13 Citizens Telecommunications, Inc. (“Citizens™) as part of the proposed transaction. The
14 impact of the retention of these liabilities by Citizens on Az-American’s revenue
15 requirement would be an increase of approximately $12.8 million per year.
16
17l Q. What was your recg%endation regarding the retained advances and contributions?

18]l A. I recommended that in future rate cases the Commissidn should impute the benefit of the
19 balances of the Citizens Arizona water and wastewater advances and contributions to Az-
20 American. I also recommended that the balances be reduced by 10.0 percent per year to
21 ' approximate the process ordinarily performed if the advances and contributions were
22 transferred to Az- American. |
23
24l Q Why does Mr. Stephenson object to your proposed treatment of these liabilities?
251 A Mr. Stephenson argues that in future rate cases, “The impact of eliminating Citizens’
26 advances and contribution may be (emphasis added) offset by changes in operating
27 expenses, capital costs and other operating efficiencies, as well as changed circumstances
28 and regulatory developments.”

JBC100T
I —




. " Surrebuttal Testimony of Linda A. Jaress
. Docket Nos. W-01032A-00-0192, et al.
Page 2
1l Q. Do you agree that because the impact of Citizens’ retention of these liabilities may be
2 offset by other savings, the Commission should reject your recommendation?
3" A. No, I do not. First, the impact of the retention of these liabilities by Citizens is not in the
4 public interest. The retention of the liabilities by Citizens only works to the detriment of
5 the customers being transferred. It is part of an agreement between two utilities,
6 negotiated with both of their interests in mind. The structure of the proposed transaction
7 will benefit Citizens because the water and wastewater operations are worth more without
8 the advance repayment obligations. Az-American will benefit because it will receive
9 “instant ratebase” merely from the structure of the transaction. Taking Mr. Stephenson’s
10 argument to its logical conclusion, ratepayers could only benefit from the agreement
11 when, or if, the cost savings exceed the impact of the additional rate base.
12
13 Also, the impact of Citizens’ retention of these liabilities will be a known and measurable
14 amount at the time of closing. Cost savings, though expected, are achieved over an
15 uncertain period of time. Even then, the computation of savings is an inexact exercise.
16 To place the burden of the risk of the achievement of estimated savings upon the
17 shoulders of the customers is unfair.
18
19| Q. Mr. Stephenson has testified that the contracts Citizens has entered related to the
20 advances have been in place for varying periods of time and have varying conditions. He
21 also testified that the weighted average remaining life is 6.5 years and that if the
‘ 22 Commission accepts your recommendation, the amortization period adopted should be
23 6.5 years.‘ Do you agree?
24|l A.  Staff will attempt to verify the information Eupporting the 6.5 year weighted average
25 | calculation the Company has made before the date of the hearing. If this time period is
26 verified, I would recommend the use of that time period because it would be based upon
27 ~the actual contracts.
28
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Does this conclude your surrebuttal testimony?

> R

Yes, it does.
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